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In the Matter of No. G 01 - 31

NORTH COAST LIFE )

INSURANCE COMPANY, ) CONSENT ORDER
)

A Domestic Stock Insurer.

BACKGROUND

1. In 1992, North Coast Life Insurance Company applied for and received permission to issue a
series of 10% preferred stock. ,

2. The issuance of approximately 72.5% of that preferred stock was completed in early 1993.

3. In 1993, the Washington State Legislature amended RCW 48.08.030 to prohibit the payment
of dividends by stock insurers from any source other than “earned surplus.” Also in 1993, the
Insurance Commissioner adopted WAC 284-13-160, which defines “earned surplus.”

4. Since at least 1995, North Coast Life Insurance Company has had a negative amount of
“earned surplus” as defined by WAC 284-13-160.

5. RCW 48.31B.030 provides a mechanism by which the Insurance Commissioner, upon
application, may approve as “extraordinary dividends” dividends which would not be otherwise
statutorily authorized.

6. A disagreement exists between North Coast Life Insurance Company and the Office of the
Insurance Commissioner over whether North Coast Life Insurance Company can legally pay
dividends on its 10% preferred stock or any other stock issue as long as its earned surplus is
less than payable dividends.

7. Regulations in Washington and other states in which the Company is admitted to do business
have substantially changed since the time the 10% preferred stock was issued, including
increases in prescribed minimum levels of capital and surplus.

FINDINGS

1. North Coast Life Insurance Company sought and received permission to issue a series of
10% preferred stock pursuant to laws in force at the time of the application.

2. North Coast Life Insurance Company, in good faith, issued to the public a significant number
of 10% preferred shares and has consistently paid quarterly dividends on those shares.

3. North Coast Life Insurance Company has negative “earned surplus” as defined by WAC 284-
13-160.

4. North Coast Life Insurance Company and its policyholders and stockholders could be
adversely financially impacted if North Coast Life Insurance Company is not allowed to pay
dividends on its issued and outstanding 10% preferred stock.

CONCLUSIONS
) 1. RCW 48.31B.030 provides a mechanism by which the Insurance Commissioner may

authorize as “extraordinary dividends” dividends which would not otherwise be legally payable.
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2. It is in the best interest of North Coast Life Insurance Company and its policyholders and
stockholders to authorize payment of dividends on its currently issued and outstanding 10%
preferred stock as “extraordinary dividends,” subject to certain restrictions defined below.

CONSENT

On behalf of North Coast Life Insurance Company, | have ‘examined the foregoing
BACKGROUND, FINDINGS, and CONCLUSIONS and the following ORDER. | have made an
independent assessment of the issues presented and consulted counsel of my choice.

In order to negotiate a settlement of the disagreement between North Coast Life Insurance
Company and the Office of the Insurance Commissioner, without admitting any knowing
violation of any law, and to preserve the best interests of North Coast Life Insurance Company,
its stockholders, and its policyholders, | have been authorized by North Coast Life Insurance
Company to consent to the entry of the following order.

G AL

Gavih Cooley. Treastref :
North Coast Life Insurance Company

ORDER

Based on the foregoing BACKGROUND, FINDINGS, CONCLUSIONS, and CONSENT, IT 1S
MY ORDER THAT North Coast Life Insurance Company, while possessed of insufficient
“earned surplus” as defined by WAC 284-13-160 to comply with RCW 48.08.030, may pay
dividends on its currently issued and outstanding 10% preferred stock as extraordinary
dividends pursuant to RCW 48.31B.030, subject to the following conditions:

1. North Coast Life Insurance Company must comply with RCW 48.31B.030 and apply
for authority to pay extraordinary dividends. Each quarterly payment will require a new
application.

2. North Coast Life Insurance Company will maintain its total capital and surplus at not
less than the amount required by RCW 48.05.340, at the date of this order, that amount
being $4,800,000.

3. North Coast Life Insurance Company will manage its operatlons in a prudent manner
designed to generate net profits into the future.

IT IS FURTHER ORDERED that the Office of the Insurance Commissioner will act on all

applications for payment of extraordinary dividends within fifteen business days of receipt of

such applications, subject to the following provisos:

» If at the time of any application for payment of extraordinary dividends the total capital and
surplus of North Coast Life Insurance Company is below the amount required by RCW
48.05.340, at the date of this order, the application will be denied.
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If at the time of any application for payment of extraordinary dividends, North Coast Life
Insurance Company’s net income, cumulative from the quarter ending December 31, 2000 ,
as reflected by filed annual and quarterly statutory financial statements, is less than the
cumulative total amount of dividends paid since February 1, 2001, including the dividends
covered by the current application, the application will be denied.

If at the time of any application for payment of extraordinary dividends, North Coast Life
Insurance Company has reported negative net income in four or more consecutive quarters,
including the most recent quarter, the application will be denied.

Net income, as used in this order, is defined as the amount derived according to NAIC
instructions for quarterly and annual financial statements, and reported on page 4, line 33 of
quarterly financial statements for 2001 and page 4, line 31 of the annual financial statement -
for 2000.

In all other cases, properly completed and documented applications will be approved.

This order applies only to North Coast Life Insurance Company’s currently issued and
outstanding 10% preferred stock. This order does not authorize payment of dividends on any
other class or series of stock. '

This order does not prejudice North Coast Life Insurance Company’s right to submit new
applications for solicitation permits for subsequent financing, with the understanding that, until
further order of the Commissioner, the proceeds of any such subsequent financing will be used
only for the purpose of calling currently issued and outstanding 10% preferred stock. This order
does not relieve North Coast Life Insurance Company from any filing or reporting requirement
currently in place or authorized by law.

This order is effective immediately, and until further order of the Commissioner.

- ENTERED at Olympia, Washington, this 31st day of July, 2001.

ichael G. Watson
Chief Deputy Insurance Commissioner



